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STATE  OF  MONTANA 


Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  !>a620 

406/4-19  3122 


September  19 SI 


JOHN  W.  NOR' 


The  Legislative  Audit  Conunittee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  Environmental 
Quality  Council  for  the  year  ended  June  30,  1981. 

The  audit  was  conducted  by  Hugh  McWhorter,  CPA,  under  a  contract 
between  the  firm  and  our  office.   The  comments  and  recommendations 
contained  in  this  report  represent  the  views  of  the  firm  and  not 
necessarily  the  Legislative  Auditor. 


The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 


nes  H.  Gillett ,  CPA 
Acting  Legislative  Auditor 
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ENVIRONMENTAL  QUALITY  COUNCIL 
Summary  of  Recommendations 

Recommendat  ion : 

Assess  payroll  taxes  and  withhold  Federal  and  State  Taxes  on  Legis- 
lator "salaries"  received  pursuant  to  M.C.A.  5~2-302. 

Response : 

Perhaps  Legislature  should  consider  an  amendment  to  the  Statutes 
to  cl ar i  fy  this  i  ssue . 

Recommendat  ion : 


(1)  Prepare  time  sheets 

(2)  Document  levels  of  compensation  in  minutes 

(3)  Someone  other  than  recepient  should  approve  final  check 

Response : 

Concur  with  (l)  and  (2).   Procedures  implemented  for  Fiscal  Year 
1981.   Final  check  of  previous  Executive  Director  approved  by  him 
after  consultation  wi th  Leg i si  a t i ve  Auditor  and  The  Office  of  Budget 
and  Program  Planning. 

Recommendat  ion : 


Have  someone  other  than  Executive  Director  approve  their  own  expense 
reports . 

Response : 

Council  Chairman  to  be  requested  to  reconsider  previously  estab- 
1  i  shed  pol icy. 

Recommendat  ion : 

Bring  immaterial  expense  overre imbursement  to  the  attention  of 
Council  member  concerned. 

Response: 


Concur. 

Recommendat  ion : 

Execute  agreements  for  all  consulting  contracts, 
Response : 

Concur.   Agreements  now  being  executed. 
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HUGH  A.  McWHORTER 

CERTIFIED   PUBLIC   ACCOUNTANT 

2103  <.(H  II  HI  Ml    \\  I 
IIKI  KN  \.  M(IN  I  \\  \  .Vl(, Ill 


AMERICAN    INSTITUTE    OF    CERTIFIED    PUBLIC   ACCOUNTAN1S 
MONTANA  SOCIETY   OF  CERTIFIED    PUBLIC  ACCOUNTANTS 


Phone  406/443-1461 


Legislative  Audit  Committee 
State  Capi  tol 
Helena,  Montana 


I  have  examined  the  General  Fund  and  the  General  Fixed  Asset  Group  of 
Accounts  of  the  Office  of  the  Environmental  Quality  Council  for  the 
fiscal  year  ended  June  30,  1981.   My  examination  was  made  in  accordance 
with  generally  accepted  auditing  standards  and  accordingly  included 
such  tests  of  the  accounting  records  and  such  other  auditing  procedures 
as  1  considered  necessary  in  the  circumstances. 

In  my  opinion,  the  accompanying  financial  statements  present  fairly 
the  financial  position  of  the  General  Fund  and  the  General  Fixed  Asset 
Group  of  Accounts  of  the  Environmental  Quality  Council  as  of  June  30, 
1981,  and  the  results  of   operations  of  the  General  Fund  for  the  year 
then  ended,  in  conformity  with  generally  accepted  accounting  principles 
applied  on  a  basis  consistent  with  that  of  the  preceeding  year. 

My  examination  was  made  for  the  purpose  of  forming  an  opinion  on  the 
basic  financial  statements  taken  as  a  whole.   The  supplementary  information 
appearing  on  page  9  and  the  column  on  the  accompanying  balance  sheet 
captioned  "Total  -  Memorandum  Only"  are  presented  for  purposes  of  additiona 
analysis  and  are  not  a  required  part  of  the  basic  financial  statements. 
Such  information  has  been  subjected  to  the  auditing  procedures  applied 
in  the  examination  of  the  basic  financial  statements  and,  in  my  opinion, 
is  fairly  stated  in  all  material  respects  in  relation  to  the  basic  financial 
statements  taken  as  a  whole. 


<?w\  A .  m^Mrw 


October  16,  1981 
Helena.  Montana 
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ENVIRONMENTAL  QUALITY  COUNCIL 


Combined  Balance  Sheet 
June  30,  1981 


ASSETS 

Due  from  State  of  Montana 
Genera]  Fund 

Equ  ipment 


LIABILITIES,  RESERVES,  AND 
FUND  BALANCE 

Accounts  Payable 

Accrued  Expenditures 

Investment  in  General 
Fixed  Assets 

Fund  Balance 


Genera  1 
Fund 


$27,494 
$    -- 

$27,494 


General  Fixed 

Assets  -  Group 

of  Accounts 


$  2,546 


$  2,546 


Total s 
(Memorandum 
Only) 


$27,494 
$  2,546 


$30,040 


$19,019 

$       -- 

$19,019 

$  3,475 

$ 

$  8,475 

$       -- 

$   2,546 

$  2,546 

$       -- 

$       -- 

$       -- 

$27,494 


$  2,546 


$30,040 


The  accompanying  notes  to  the  financial  statements  are  an  integral  part  of 
this  financial  statement. 
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ENVIRONMENTAL  QUALITY  COUNCIL 


Statement  of  Revenues,  Expenditures  And 
Changes  In  General  Fund  Balance 

Fiscal  Year  Ended  June  30,  1 98 1 


REVENUES: 


EXPENDITURES: 


Budget       Actua 1       Var  i  ance 
$  $    "-        $   - 


$1^,2^7     $1^3,7^8 


$    499 


EXCESS  OF  CURRENT  REVENUE 
OVER  (UNDER)  CURRENT 
EXPENDITURES 


OTHER  FINANCING  SOURCES: 

Support  From  State  General 

Fund 
Prior  Year  Expenditure 

Adjustment 

Total  Other  Financing 
Sources 


EXCESS  OF  REVENUES  AND 
OTHER  FINANCING  SOURCES 
OVER  (UNDER)  EXPENDITURES 

FUND  BALANCE  JULY  1 ,  1 980 


FUND  BALANCE  JUNE  30,  1981 


(]hk,2h7)  (1^3.748)     (    ^99) 


$144,247 

$126,750 

$   17, ^97 

s      -- 

$    16,998 

(    16,998 

$144,247 

$143,748 

$         L39 

The  accompanying  Notes  to  The  Financial  Statements  are  an  integral  part  of 
this  statement. 
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ENVIRONMENTAL  QUALITY  COUNCIL 

Notes  To  Financial  Statements 
June  30,  1981 

( 1 )  General  Information  and  Summary  Of  Significant  Accounting  Policies. 

Purpose  Of  The  Council 

Created  in  1971,  the  purpose  of  the  Council  is  to  provide  legislative 
oversight  relating  to  environmental  matters  affecting  Montana. 

Basis  Of  Accounting 

The  financial  statements  of  the  Environmental  Quality  Council 
are  prepared  utilizing  the  modified  accrual  basis  of  accounting. 
Under  this  method  of  accounting,  expenditures  are    recorded  when 
the  related  liability  is  incurred  and  revenues  are  recorded  when 
received  in  cash  unless  susceptible  to  accrual.   Revenues  are 
susceptible  to  accrual  when  they  are  measurable  and  available 
to  finance  expenditures.   Under  this  method  of  accounting,  general 
fixed  assets  are  recorded  as  expenditures  in  the  Council's  General 
Fund  at  the  time  of  purchase  and  subsequently  capitalized  in  the 
General  Fixed  Asset  Group  of  Accounts.   This  basis  of  accounting 
further  provides  that  employees'  vested  fringe  benefits  (vacation 
and  sick  leave)  are  recognized  in  the  accounts  at  the  time  of 
expenditure  rather  than  when  amounts  vest.   Accordingly,  the 
accompanying  financial  statements  do  not  reflect  a  liability  for 
employee  vested  vacation  and  sick  leave. 

(2)  Employee  Retirement  System. 

Employees  are  covered  by  the  Public  Employee's  Retirement  System 
(PERS) .   PERS  is  a  contributory  plan  under  which  The  Council 
contributes  6.2  percent  of  the  employee's  gross  wages  and  the 
employee  contributes  6  percent  of  his  gross  wages.   During  the 
fiscal  year,  The  Council  incurred  pension  costs  of  $5,825. 

The  State's  policy  is  to  fund  accrued  pension  costs.   It  is 
impractical  to  separately  disclose  actuarial  information  for  The 
Counc  i 1 . 

(3)  Budget  Information. 

The  Council  utilizes  a  fixed  annual  basis  of  budgeting.   Under 
the  fixed  annual  method,  appropriations  of  specific  dollar  amounts 
are  set  for  each  fiscal  year  of  the  biennium  by  the  Legislature. 
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Appropriations  control  The  Council's  financial  operations  during 
each  fiscal  year.   At  the  end  of  each  year,  the  remaining 
appropriation  balance  reverts  to  the  fund  of  original  appropriation. 

CO   Changes  In  General  Fixed  Assets. 

There  were  no  changes  in  general  fixed  assets  during  the  year 
ended  June  30,  1981 . 

(5)   Prior  Year  Expenditure  Adjustments. 

Prior  year  expenditure  adjustments  represent  current  year  reversal 
of  unexpended  prior  year  accruals. 
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Supplementary  Information 
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ENVIRONMENTAL  QUALITY  COUNCIL 

Supplemental  Statement  of  Support  Expenditures 
Fiscal  Year  Ended  June  30,  1 98 1 

EXPENDITURES 

Persona  1  Serv  i  ces  : 

Salaries  and  Wages  $  93,893 

Legislators'  Compensation  $   3,77^ 

Employee  Benefits  $  1 5 , 960 

Total  Personal  Services  $113,627 

Operating  Expenses: 

Contracted  Services  $  10,086 

Supplies  and  Materials  $  320 

Communications  $  3,938 

Travel  $  9,569 

Rent  $  5.18A 

Other  Expenses  $  98^ 

Total  Operating  Expenses  $  30  ,  08 1 

Cap  i  ta I  I  terns  : 

Office  Equipment  $     ^0 

Total  Expenditures  31^3,7^8 
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My  study  and  evaluation  made  for  the  limited  purpose  described  in  the 
first  paragraph  would  not  necessarily  disclose  all  material  weaknesses 
in  the  system.   Accordingly,  I  do  not  express  an  opinion  of  the  system 
of  internal  accounting  control  of  The  Environmental  Quality  Council 
taken  as  a  whole.   However,  my  study  and  evaluation  disclosed  the 
following  conditions  that  I  believe  result  in  more  than  a  relatively 
low  risk  that  errors  or  irregularities  in  amounts  that  would  be  material 
in  relation  to  the  financial  statements  of  the  office  of  the  Environmental 
Quality  Council  may  occur  and  not  be  detected  within  a  timely  period. 

Environmental  Quality  Council  Compensation 

In  accordance  with  the  provisions  of  M.C.A.  5_2-302,  Legislators  who 
serve  on  The  Environmental  Quality  Council  are  currently  paid  a  "salary" 
during  the  time  the  Council  conducts  authorized  Council  business  while 
the  Legislature  is  not  in  session.   As  a  salary,  this  compensation 
should  be  subject  to  Federal  and  State  income  tax  withholdings,  F.I.C.A. 
and  Worker  '  s  Compensat ion  assessments.   Currently,  taxes  are  not  being 
withheld  from  this  compensation,  nor  are  payroll  tax  assessments  being 
paid.   Of  particular  concern  would  be  the  State's  financial  exposure, 
if  any,  to  the  possibility  of  injury  to  a  Council  member  while  on 
Counc  i 1  bus  i  ness  . 

I  recommend  that  this  compensation  be  treated  the  same  as  compensation 
received  by  Legislators  while  the  Legislature  is  in  session.   As  such, 
all  appplicable  taxes  would  be  withheld  and  payroll  assessments  made. 
Concurrent  with  this  change,  it  would  seem  appropriate  for  someone 
to  assess  the  State's  liability,  if  any,  for  previously  unpaid  F.I.C.A. 
and  Worker's  Compensation  assessments. 

It  is  my  understanding  that  this  observation  has  relevance  to  compensation 
paid  to  members  of  Committees  other  than  the  Environmental  Quality 
Counc  i 1 . 

This  condition  was  considered  in  determining  the  nature,  timing,  and 
extent  of  the  audit  tests  applied  in  my  examination  of  the  1 98 1  financial 
statements,  and  this  report  does  not  affect  my  report  on  these  financial 
statements  dated  October  16,  198l. 

Payroll  Records  and  Documentation. 

My  review  of  time  sheets  and  related  payroll  documentation  revealed 
the  following  for  fiscal  year  I98I: 

time  sheets  were  not  completed, 

levels  of  compensation  for  employees  were  not  documented 
in  the  minutes ,  and 

the  former  Executive  Director  approved  his  final  pay  check 
which  included  a  significant  amount  of  accrued  vacation  and 
sick  leave. 
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I  have  been  advised  that  procedures  have  been  implemented  in  1 982  to 
correct  these  matters. 

Expense  Reports. 

The  former  Executive  Director  approved  his  own  expense  reports.   Consider- 
ation should  be  given  to  having  a  person  designated  on  the  Council  to 
fill  this  f unct  ion . 

In  addition,  one  instance  was  noted  where  one  Council  member  was  overpaid 
$30  on  a  travel  claim.   This  amount  should  be  brought  to  the  attention 
of  this  person  to  insure  that  such  a  matter  does  not  reoccur. 

Consulting  Contracts. 

During  1 98 1 ,  $1,487-50  of  consulting  charges  were  incurred  by  The  Council 
for  services  which  had  not  been  agreed  to  in  writing.   I  recommend  that 
contracts  be  executed  for  all  consulting  agreements. 

Prior  Audit  Findings. 

The  previous  examination  of  the  financial  statements  of  The  Environmental 
Quality  Council  conducted  as  of  June  30,  1978,  also  revealed  that  time 
sheets  were  not  being  maintained. 

The  aforementioned  audit  also  revealed  that  executive  decisions  were 
not  being  documented  in  the  minutes.   No  exception  of  this  nature  was 
encountered  in  this  year's  examination. 


I  appreciate  the  courtesies  extended  to  me  by  the  Environmental  Quality 
Council  staff  during  my  examination. 


*?W\  A-  /^wWW 


October  16,  1 98 
Helena,  Montana 
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STATE  OF  MONTANA 
ENVIRONMENTAL  QUALITY  COUNCIL 

STA 

ONTANA59620 

(406)449-3742 


GOV    TEl 


• 


SENATE  MEMBERS 


PUBLIC  MEMBERS 


October  23.  1981 


Hugh  McWhorter,  CPA 
P.  0.  Box  793 
Helena,  MT   59624 

Dear  Mr.  McWhorter: 

This  letter  is  the  Environmental  Quality  Council's  official 
written  response  to  the  draft  financial  report  for  fiscal  year 
1981.   Having  received  the  report  October  20,  1981,  I 
responding  as  quickly  as  possible,  as  you  requested. 


am 


You  have  asked  me  to  respond  specifically  to  the  items  identi- 
fied as  being  material  weaknesses  in  the  internal  accounting 
system.   While  I  am  uncertain  of  the  meaning  of  the  several 
disclaimers  that  precede  the  description  of  those  items,  I 
will  respond  to  each  concern  in  the  following  paragraphs. 
Please  note  that  I  was  not  responsible  for  administration  of 
this  agency  until  after  the  close  of  the  audit  period  and  am 
responding  to  the  merit  of  your  concerns  rather  than  defending 
past  actions. 

Environmental  Quality  Council  Compensation 

EQC  concurs  with  this  recommendation,  albeit  reluctantly, 
because  of  the  additional  paperwork  that  would  be  required  of 
our  administrative  assistant.   Perhaps  the  Legislature  should 
consider  an  amendment  to  the  statutes  to  clarify  this  issue. 

Payroll  Records  and  Documentation 

A.   "time  sheets  were  not  completed"  -- 

EQC  concurs,  and  an  employee  time  and  attendance  record 
system  has  been  implemented,  effective  July  1,  1981. 
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Hugh  McWhorter,  CPA 
October  23,  1981 
Page  2 

B.  "levels  of  compensation  for  employees  were  not  documented 
in  the  minutes"  -- 

EQC  concurs.   The  minutes  reflect  salary  levels  of  employees 
for  FY  82. 

C.  "the  former  Executive  Director  approved  his  final  pay  check 
which  included  a  significant  amount  of  accrued  vacation  and 
sick  leave"  -- 

Upon  consultation  with  the  Legislative  Auditor  and  the 
Office  of  Budget  and  Program  Planning,  Representative  Dennis 
Iverson,  Chairman  of  the  Council,  and  I  requested  that  the 
previous  director  be  responsible  for  approving  his  final 
pay  check.   He  had  requested  permission  to  carry  his  accrued 
benefits  over  into  FY  82,  and  we  determined  that  this  year's 
budget  could  not  be  obligated  for  substantial  benefits 
accrued  during  FY  81.   The  previous  director's  statutory 
term  expired  June  30,  1981.   The  previous  director  claimed 
the  maximum  benefits  allowed  to  be  carried  at  a  given  time. 
Neither  Representative  Iverson  nor  I  were  willing  to  certify 
that  the  amount  the  previous  director  claimed  was  accurate, 
due  to  the  lack  of  a  time  and  attendance  record  system. 

Expense  Reports 

A.  The  EQC  has  given  consideration  to  having  the  Council  Chair- 
man approve  the  executive  director's  and  other  Council 
members'  expense  reports.   As  the  minutes  of  the  July  13, 
1981,  meeting  reflect,  the  Council  decided  to  have  the 
executive  director  approve  all  budgeted  expenses,  including 
travel  claims,  but  that  the  Chairman  would  approve  all 
unbudgeted  items  over  $100. 

I  have  no  objection  to  having  the  Council  Chairman  approve 
my  expense  reports.   I  will  ask  the  Council  to  reconsider 
its  actions  at  the  next  meeting. 

B.  I  will  bring  the  overpayment  of  $30  to  the  attention  of  the 
Council  member  concerned. 

Consulting  Contracts 

EQC  concurs  with  the  recommendation  that  contracts  be  executed 
for  all  consulting  agreements.   Since  July  1,  1981,  written 
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Hugh  McWhorter,  CPA 
October  23,  1981 
Page  3 


contracts  prepared  according  to  the  requirements  of  the 
Montana  Operations  Manual  have  been  executed  for  all 
consulting  agreements. 

Prior  Audit  Findings 

EQC  concurs.   (See  response  to  Payroll  Records  and 
Documentation. ) 

Thank  you  for  your  efforts  to  insure  that  EQC ' s  financial  account- 
ing system  is  adequate.   It  is  unfortunate  that  because  of  the 
questions  raised  in  the  press  over  the  past  year  concerning  con- 
sulting agreements,  telephone  use,  employee  attendance,  and  other 
concerns,  more  time  could  not  be  spent  to  analyze  these  areas  in 
depth.   However,  I  appreciate  the  additional  recommendations  you 
have  outlined  to  improve  this  agency's  operation. 

Please  contact  me  if  you  have  any  further  questions  concerning 
this  audit. 

Very  truly  yours, 


JsCbry  *^n 


DEBORAH  B.  SCHMIDT 
Acting  Director 


DBSree 


cc :   EQC  members 

Legislative  Auditor 
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